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Legislative Fiscal Division Budget Analysis, Page A-307

PROGRAM CONTACTS

The department, division, program director and chief financial officer for the department, division, program and
their contact information are:

Title Name Phone Number E-mail address
Executive Director Carroll South 444-1285 csouth@mt.gov
Deputy Director Geri Burton 444-1365 gburton@mt.gov
Chief Accountant Gayle Moon 444-0099 gmoon(@mt.gov
Chief Investment Officer Clifford Sheets 444-0058 csheets@mt.gov
WHAT THE DIVISION DOES

The Board of Investments manages the Unified Investment Program mandated by Article VIII, Section 13 of the
Montana Constitution. Section 2-15-1808 created the Board of Investments and Section 17-6-201 gave the Board
sole authority to invest state funds. The Board also invests local government funds at their discretion. The Board
currently manages an investment portfolio with a market value of approximately $11.5 billion. The Board
manages the portfolio under the "prudent expert principle."

Funding:

The Board has two different funding sources, the first of which is an internal service type proprietary account for
management of the Unified Investment. By law, the Board charges the accounts invested a fee for management
services. The second is an enterprise type proprietary account funded by the “spread” between the interest rate on
bonds issued in the INTERCAP Program and the interest rate charged to borrowers.

Mission:

To provide prudent investment management of state and local government funds; work with financial institutions,
state agencies, and local governments to enhance and expand Montana’s economy and assist new and expanding
Montana businesses; and to lend low-interest funds to eligible governments for a variety of projects.

To meet these challenges, the Board of Investments is committed to employing proven, long term investment
strategies and finding creative solutions to financial issues facing government entities and new and expanding
businesses in the state.

Goals and Measurable Objectives

The following figure shows the division biennium goals and performance measures that are associated with the
proposed 2011 biennium HB 576 budget.
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Department of Commerce
Board of Investments
Measurable Objectives for the 2009 Biennium
Measurable Objectives Current status of
Goal
Measures

1. To the extent that the financial markets permit, investment performance | Ongoing.

to exceed the 7.75% and 8.0% actuarial assumptions of the pension

plans.
2. Achieve or exceed the median performance of the Board’s pension fund | Ongoing.

peers.
3. The performance of each pension fund asset class should exceed the | Ongoing.

relevant benchmark.
4. Continue in a prudent manner to grow the In-State Investment Program. | Ongoing.

Statutory Authority

Board of Investments' responsibilities are mandated primarily in Article VIII, Section 13 of the Montana
Constitution, Title 2, Chapter 15, and Title 17, Chapters 5 and 6, MCA.

HOW SERVICES ARE PROVIDED

The Unified Investment Program is managed by a combination of Board staff and external investment managers.
The In-State Investment Program is managed by Board staff in cooperation with Montana lenders. The
INTERCAP Program is managed by Board staff in cooperation with the bond Trustee and other members of the
financial team. The Board markets the In-State Investment Program to Montana lenders and the INTERCAP
Program to eligible Montana governmental agencies. The Unified Investment Program is not marketed but Local
Government agencies are aware that they may invest in the Program. (34 FTE)

While there has been no program expansion, the Unified Investment Program continues to grow and become more
complex as additional asset classes are added and more external investment managers are hired. The Unified
Investment portfolio grew nearly $1.76 billion from June 30, 2006 to June 30, 2008 — from $10.65 billion to
$12.41 billion.

The growth and complexity of this portfolio require the assistance of consultants and additional financial research
tools for Board investment staff. The consultants serve as an extension of Board staff by providing the expertise,
resources, and services that the Board cannot provide internally, such as conducting Asset/Liability studies of the
state pension plans, assisting with asset allocation, assisting with Requests for Proposal for external investment
managers, and assisting in the selection of those managers. The research tools assist Board staff with investment
decisions.

BUDGET AND POLICY ISSUES

The following budget or policy issues are included in the division budget submission to the Governor’s Office.
Board of Investments HB 576 Decision Packages (Accounting Entity 06527 — Page A-310):
Expenditure Level: FY 2010: $4,819,844 FY 2011: $4,768,607

PL 7501 BOI Fixed Income Analytics Systems HB 576: The Board manages a $4.5 billion fixed income
portfolio that includes all the state’s major trusts, pensions, and the State Fund. The Board has never had access to
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a fixed-income analytics system that permits a drill down to the security level to provide the type of information
needed to assist in managing the portfolios. The Board has hired a new fixed income portfolio manager and plans
to subscribe to an analytical system sometime in the fall of 2008. The annualized costs should be built into the
2011 biennium budget. Estimated annualized cost for this is $150,000 per year and is funded from accounting
entity 06527.

It is estimated that this decision package would impact assessments as follows:

FY 2010 FY 2011
Requested-Fee
Assessment $ 4,819,844 $ 4,768,607
Decision Package Amount | $ 150,000 $ 150,000
Variance: $ 4,669,844 $ 4,618,607

PL 7502 BOI Administrative Costs Adjustments HB 576: The total cost of this decision package is $176,835
in FY 2010 and $202,706 in FY 2011 and is funded from accounting entity 06527. Items requested include
adjustments for overtime, Per Diem, rent adjustments, and indirect cost adjustments. The proposal would also
provide for annualizing the costs of consulting and professional services fees.

It is estimated that this decision package would impact assessments as follows:

FY 2010 FY 2011
Requested-Fee
Assessment $ 4,819,844 $ 4,768,607
Decision Package Amount | $ 176,835 $ 202,706
Variance: $ 4,643,009 $ 4,565,901

The Bond program is funded entirely by an enterprise fund (accounting entity 06014). The legislature does not
approve rates for this program and there are no direct appropriations provided in HB 2. The programs customers
are outside of state government. The fee structures that is proposed does not materially vary from that proposed
in the last session.

SIGNIFICANT ISSUES EXPANDED

No significant issues requiring expanded justification were requested by the LFD.

2009 LEGISLATIVE FINANCE COMMITTEE PERFORMANCE MANAGEMENT
INITIATIVE SUMMARY

As part of the 2009 Legislative Finance Committee’s interim work plan, various workgroups met to discuss
selected programs goals and progress towards specific measurable objectives, also referred to as performance
measurements. It should be noted that some of the performance measurements were to be reached by June 30,
2009. The LFC interim project selected goals and related performance measurements and current status of the
measurements are outlined below. A narrative discussion of the status of the measures (if any) is attached to the
narrative section of this document.
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The Board of Investments did not have any Legislative Finance Committee Performance Management Initiatives
to report on in the 2009 biennium.
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Exhibit 1

This exhibit is an over
sized booklet which can
not be scanned, therefore
only the front cover and
table of content hawve
been scanned to aid in
your reseaxrch.

The original exhibits are
on fTile at the Montana
Historical Society and
may be viewed there.

Montana Historical Society
Axrchives
225 N. Roberts

Helena MMT 59620- 1201

Phone (406) 4444714
2009 Legislative Scanner Susie Hamilton
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MONTANA BOARD OF INVESTMENTS s:"”a” T
Department of Commerce TE‘“ - 1739*/ o7
2401 Colonial Drive, 3™ Floor HB S o
PO Box 200126 : G o

Helena, MT 59620-0126

www.investmentmt.com

The Honorable Brian Schweitzer, Governor

BOARD MEMBERS

¢ Terry Moore, Chairman
Executive Vice President & Chief Financial Officer

First Interstate Bank
Billings

Term Ending 01/01/2011

Elouise Cobell
Chairperson

Blackfeet National Bank
Browning

Term Ending 01/01/2009

Karl Englund
Attorney

Missoula

Term Ending 01/01/2011

John Paull

Battalion Chief

Butte-Silver Bow Fire Department
Butte

Term Ending 01/01/2009

Jon Satre

Engineer - Partner
Gordon, Prill, Drapes
Helena

Term Ending 01/01/2011

Senator Dan Weinberg

Senate Liaison
Whitefish

*

Teresa Cohea

Vice President

D.A. Davidson & Co.
Helena

Term Ending 01/01/2009

Maureen Fleming

Retired - Professor of Management
School of Business Administration
University of Montana, Missoula
Term Ending 01/01/2011

Jack Prothero

Retired

Financial Representative
Great Falls

Term Ending 01/01/2009

Jim Turcotte

Financial Adviser

Raymond James Financial Services
Helena

Term Ending 01/01/2009

Representative Tom McGillvray
House of Representatives Liaison
Billings
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